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State Office Building

GOVERNOR MICHAEL [. DUNLEAVY 333 Willoughby Avenue, 11t Floor
P.O. Box 110400

Juneau, Alaska 99811-0400

Main: 907.465.2300

Toll free tax: 888.224.4538

December 6, 2019

The Honorable Michael J. Dunleavy, Governor of Alaska
P.O. Box 110001
Juneau, Alaska 99811-0001

Dear Governor Dunleavy,

| am pleased to present to you the Department of Revenue's Fall 2019 Revenue Sources Book. This
publication provides a history and projection of state revenues and is a collaborative effort among
the Department of Revenue and several other state agencies.

Unrestricted General Fund (UGF) revenue totaled $2.6 billion in fiscal year (FY) 2019 and is forecast to
be $2.1 billion in FY 2020 and $2.0 billion in FY 2021. These figures exclude the transfer from the
Permanent Fund Earnings Reserve. The Permanent Fund is expected to transfer $2.9 billion to the
general fund in FY 2020 and $3.1 billion in FY 2021. These amounts include funds for both payment
of dividends and general government spending.

For FY 2019, Alaska North Slope (ANS) oil prices averaged $69.46 per barrel. The revenue forecast
incorporates the most current indications from financial markets and is based on an annual average
ANS oil price of $63.54 per barrel for FY 2020 and $59.00 per barrel for FY 2021.

For FY 2019, North Slope oil production averaged 496,900 barrels per day. The forecast assumes that
production will decline modestly to 492,100 barrels per day in FY 2020 and 490,500 barrels per day in
FY 2021. New fields offer tremendous potential to increase production later in the 2020’s but these
developments are still contingent on final investment decisions and commitment of billions of dollars
of new investments on the part of oil and gas producers.

We hope you find the information provided in the Fall 2019 Revenue Sources Book to be interesting
and useful. The department will provide a forecast update in the spring of 2020.

Sincerely,

(oSS

Michael A. Barnhill
Acting Commissioner
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Chapter 1
Introduction

Purpose

The Revenue Sources Book (RSB) provides Alaskans
with a report of historical, current, and estimated fu-
ture state revenue. The governor uses the information
in this publication to formulate the proposed budget
and financial plan before presenting it to the Alaska
Legislature. Over the years, the RSB has become an
educational tool to inform the general public of how
the state’s revenues are structured.

This publication is prepared by the Department of
Revenue, in accordance with AS 37.07.060 (b)(4).
Forecasts of state revenue are made using models
developed by the department’s Economic Research
Group and other state agencies.

The department expresses its gratitude to those
state agencies and the individuals in those agencies
who have provided information, assistance and
analysis for this RSB.

Throughout this book, unless stated otherwise, infor-
mation is presented based on a fiscal-year basis. The
state’s fiscal year runs from July 1 through June 30.

Forward-Looking Statements

All figures and narratives in this document that are
not based on events that have already occurred
constitute forecasts or “forward-looking statements.”
These numbers are projections based on assumptions
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regarding uncertain future events and the responses
to those events. Such figures are, therefore, subject to
uncertainties and actual results will differ, potentially
materially, from those anticipated.

The department attempts to capture these uncertain-
ties in order to provide policymakers and the general
public with a general understanding of the scale and
scope of future revenue streams. The official forecast
process takes into account many possible outcomes
and attempts to minimize deviations from what is
likely to happen. These figures do not necessarily
represent a single scenario of a future path.

The department will update the estimates in this fore-
cast book in the coming spring, as more information
is received. This forecast supersedes all prior estimates
or forecasts as the official forecast of the State of Alas-
ka. Therefore, all prior forecasts should be used only
for comparison purposes.

Defining Revenue Categories

In general, this Revenue Sources Book presents reve-
nues in accordance with current budget categories
and conventions as agreed on by the Office of Man-
agement and Budget (OMB) in the Governor’s Office,
and Alaska Division of Legislative Finance, a legislative
agency.

The one exception is Chapter 3, which describes

revenue that is available for appropriation for any
current-year funding need, regardless of customary

Alaska Department of Revenue | Tax Division



uses or restrictions. Displaying the information in this
way gives a complete view of the state’s ability to
meet its obligations.

The remainder of the RSB utilizes revenue categories
consistent with budget conventions. Revenues are di-
vided into categories in two ways — by revenue source
(where the revenue comes from), and spending restric-
tion or designation (how the revenue may be used).

There are three basic revenue sources — funds collect-
ed from in-state activities, funds received from the
federal government, and earnings from investments.
Due to the importance of revenues from oil produc-
tion, in-state activities are further divided into petro-
leum revenue and non-petroleum revenue.

Revenue is also categorized by the level of restrictions
regarding its use. Those categories are “unrestricted”
(available to fund general state activities and capital
projects) or “restricted” (placed into reserves or used
for a specific purpose, either by a requirement or
historical practice).

Any revenue that is not restricted by the Alaska Con-
stitution, state or federal law, trust or debt restriction,
or customary practice is considered “unrestricted
general fund revenue” (UGF) or simply “unrestricted
revenue.” Historically, most legislative and public dis-

Chapter 1

A

cussion has centered on the unrestricted category of
revenue, and it has been the figure most commonly
referenced in budget discussions.

Restricted revenues are divided into three types to

aid in the budget process - “designated general fund,”
“other restricted revenue,”’ and “federal revenue!” Some
of these revenues are restricted by budget convention
only, and are technically available for appropriation
even though they are shown as restricted in this RSB.

Changes

Noteworthy changes to this Fall 2019 Revenue Sources
Book include:

e The special-topic chapter, previously Chapter
3 of the book, was not included this year. This
change was made primarily as an efficiency
measure, to focus limited resources on the
essential forecast information. As a result of
this change, the “Revenue Available for Cur-
rent-Year Appropriation” chapter, previously
Chapter 1 in the Fall 2018 RSB, has been
moved to Chapter 3. The chapter numbers
and figure numbers for the rest of the book
remain largely the same.

Revenue Categories
Sources and spending restrictions

Non-
Petrol
etrofeum Petroleum
[
NZ

Collections from Receipts from Earnings from

In-State Activity Federal Government Investment
] . . .

Revenue Source
) Total State Revenue
Spending Restriction
l N7 ' N
Unrestricted General Restricted
Fund Revenue Revenue
N7 Nz N
Designated Federal Other
General Fund Revenue Restricted

Chapter 1 | Introduction



Chapter 1

B

QR Codes

Access data tables online

e Specific number references and extraneous
information have been removed from the
narrative where possible throughout the
book, with the exception of Chapter 2. These
changes were made primarily as an efficiency
measure to streamline the process of produc-
ing and updating the forecast publication in
the future.

e The methodology for producing the oil price
forecast changed this year. Previously, the oil
price forecast was the result of a resource-in-
tensive process that included a day-long
price forecast meeting and significant analy-
sis. Beginning with this forecast, the short-
term oil price forecast (current and next fiscal
year) is derived from futures market expecta-
tions, and the long-term forecast is held con-
stant in real terms, increasing with inflation.
This approach to price forecasting allows the
department to prepare a forecast with min-
imal expense to the state, while providing a
transparent methodology that incorporates
the most recent market information available
at the time the forecast is produced.

QR Codes

Quick response (QR) codes are included on the first
page of each chapter so that the data tables are ac-
cessible online in the Microsoft Excel format.

To access them, use a QR code recognition applica-
tion with your mobile phone, smartphone, or tablet
to take a picture of the QR code, which looks similar
to Figure 1-B.

The Figure 1-B QR code will take you to the RSB
directory on the Tax Division website. The device will
display a website with the link to download the Mic-
rosoft Excel workbook containing the tables found in
the corresponding chapter.

If you are reading the RSB in PDF form, the QR code
images are hyperlinked to their corresponding web
addresses.

REVENUE SOURCES BOOK Fall 2019

Forecast Methods Note

This Revenue Sources Book includes an assumption
that for all years of the forecast, 10,000 barrels per
day of Natural Gas Liquids (NGLs) will be shipped
from Prudhoe Bay to Kuparuk for use in an ongoing
large-scale enhanced oil recovery project. These NGLs
are excluded from production forecasts reported in
this publication, impacting comparisons to the Spring
2019 forecast which did not include this assumption.
These estimated NGL shipments are excluded from
Department of Revenue figures because they are not
considered produced barrels for tax purposes. The
reason for this exclusion is so that production is only
counted once, as the relevant barrels will ultimately
be produced from the Kuparuk reservoir in the future
and taxed at that time. This treatment is consistent
with how the department presented previous NGL
shipments which had been suspended in 2014 and
were not included in historical production volumes.
Beginning in September 2018, NGL shipments
resumed and these NGLs are again excluded from
actual and forecast production volumes. Note that for
royalty purposes the NGLs are subject to royalty and
are considered produced barrels as reported by the
Alaska QOil and Gas Conservation Commission (AOG-
CC) and forecasted by the Department of Natural
Resources (DNR); this provision is incorporated into
revenue forecast modeling.

At times, the department’s forecast numbers may
appear to vary between analyses, even if they come
from the same data source. This can happen for many
reasons and does not necessarily discount other
analyses, nor should it be considered an error.

One example is in petroleum revenue forecasting,
where results can differ depending on whether the
department uses confidential company-specific data
versus statewide aggregated summary data.

Another instance where differences can occur is in
how uncertainty is incorporated. Depending on the
analysis, uncertainties can be addressed by applying
risk factors to the data, incorporating probability
into the analysis and results, or providing a narrative
disclaimer about the uncertainty.

Therefore, even though all of the department’s
models start with the same set of data, the results can
differ depending on data handling and how uncer-
tainty is handled in the analysis.

Additionally, throughout this book, values and sums
may show slight differences due to rounding.

Alaska Department of Revenue | Tax Division
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Chapter 2
Executive Summary

Introduction

The Department of Revenue releases a formal reve-
nue forecast twice per year. The revenue forecast is
intended to be a policy-neutral document that pro-
vides fundamental data and information to inform
the public and aid decision-makers.

This fall forecast will be used as the basis for the
governor's budget proposal and legislative bud-

get discussions. This revenue forecast is based on
detailed modeling and reflects the department’s
most current expectations for numerous variables,
including oil price, oil production, company spend-
ing, and investment returns. The forecast will be next
updated in the spring to provide an updated view
on revenue to help guide final budget decisions.

Revenue Summary

The State of Alaska received an estimated total of
$11.1 billion in revenue in fiscal year (FY) 2019 from
all sources, a decrease of $1.3 billion in total revenue
from the previous fiscal year. Figure 2-A graphical-

ly illustrates the composition of total revenue by
restriction and type.

In FY 2019, unrestricted general fund revenues (UGF)
totaled $5.4 billion. Excluding transfers from the
Alaska Permanent Fund, UGF for FY 2019 was $2.6
billion. Tables 2-1 and 2-2 provide an overview of the
composition of UGF as well as forecasts for the next
two fiscal years.

Restricted revenue, on the other hand, is a combina-
tion of federal receipts, investment earnings,

craper2| FY 2019 Total State Revenue
A By restriction and type, in billions of dollars

Unrestricted

Investment
$2.8 (52%)

Unrestricted
Non-Petroleum $5.4
$0.5 (9%) 48%
Petroleum
$2.0 (38%)
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Restricted

Investment
$1.2 (21%)

Non-Petroleum
$0.6 (11%)

Restricted Petroleum

$5.7 $0.6 (10%)
52%

Federal
$3.3 (58%)
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Chapter 2
1 By restriction and type

Total State Revenue

Millions of Dollars

History Forecast

Fiscal Year 2019 2020 2021
Unrestricted Revenue Sources
Unrestricted General Fund Revenue
Petroleum Revenue 2,047.3 1,5659.4 1,410.0
Non-Petroleum Revenue 4914 502.9 505.7
Investment Revenue 2,815.9 2,987.2 3,143.3
Total Unrestricted General Fund Revenue 5,354.6 5,049.4 5,059.0
Restricted Revenue Sources
Designated General Fund Revenue
Non-Petroleum Revenue 4514 428.3 430.7
Investment Revenue 53.3 43.7 451
Subtotal Designated General Fund Revenue 504.7 472.0 475.8
Other Restricted Revenue
Petroleum Revenue 563.5 586.5 418.1
Non-Petroleum Revenue 180.2 250.3 252.4
Investment Revenue 1,134.7 1,244.0 1,421.3
Subtotal Other Restricted Revenue 1,878.4 2,080.8 2,091.8
Federal Revenue
Federal Receipts 3,311.4 3,715.9 3,715.9
Petroleum Revenue' 12.3 1.3 9.5
Subtotal Federal Revenue 3,323.7 3,727.2 3,725.4
Total Restricted Revenue 5,706.9 6,280.1 6,293.0
Total State Revenue 11,061.5 11,329.5 11,352.0

"Petroleum Revenue shown in the Federal Revenue category includes the state share of rents, royalties, and bonuses received from the National

Petroleum Reserve — Alaska.

constitutionally mandated petroleum revenue
deposits, and non-petroleum revenue sources that
are used for specific purposes. In FY 2019, restricted
state revenue totaled $5.7 billion. Tables 2-1 and 2-3
summarize the department’s forecasts for restricted
revenue for the next two fiscal years.

As mentioned in Chapter 1, restricted revenues are
divided into three types - designated general fund,
other restricted revenue, and federal revenue. As
described in Chapter 3, some of these revenues,
while categorized as restricted by custom, are still
available for appropriation for any purpose.

Petroleum Revenues

Petroleum revenues come from four components
- production tax, royalties, property tax, and corpo-

rate income tax.

Unrestricted petroleum revenue amounted to $2.0
billion in FY 2019. Petroleum is projected to provide
between 25% and 31% of unrestricted revenue over
the next 10 years as shown in Table 2-5. This percent-
age is lower than the historical share, due to includ-
ing a portion of the value of the Permanent Fund as
unrestricted revenue beginning in FY 2019. Exclud-

Chapter 2 | Executive Summary



2 By source and type

chapter2| Unrestricted General Fund Revenue

Millions of Dollars

History Forecast

Fiscal Year 2019 2020 2021
Unrestricted Petroleum Revenue
Petroleum Taxes
Petroleum Property Tax 119.5 121.6 117.9
Petroleum Corporate Income Tax 217.7 210.0 215.0
Oil and Gas Production Tax 595.5 380.7 328.1
Subtotal Petroleum Taxes 932.6 712.4 661.0
Royalties (including Bonuses, Rents, and Interest)
Mineral Bonuses and Rents 33.9 28.8 28.8
Oil and Gas Royalties 1,077.2 816.0 718.0
Interest 3.6 2.2 2.2
Subtotal Royalties 1,114.7 847.0 749.0
Total Unrestricted Petroleum Revenue 2,047.3 1,559.4 1,410.0
Unrestricted Non-Petroleum Revenue
Non-Petroleum Taxes
Excise Tax
Alcoholic Beverage 20.4 20.7 21.0
Tobacco Products — Cigarette 26.5 24.4 23.5
Tobacco Products — Other 13.5 15.8 16.4
Electric and Telephone Cooperative 0.2 0.2 0.2
Insurance Premium Tax' 71.9 56.7 58.5
Marijuana 5.5 5.8 6.8
Motor Fuel (Refined Fuel Surcharge) 6.3 6.1 6.1
Tire Fee 1.3 1.3 1.3
Subtotal Excise Tax 145.7 131.2 133.7
Corporate Income Tax 114.8 135.0 125.0
Fisheries Tax
Fisheries Business 21.3 21.2 21.6
Fishery Resource Landing 6.5 5.4 5.5
Subtotal Fisheries Tax 27.8 26.5 271
Other Tax
Charitable Gaming 2.6 2.6 2.7
Large Passenger Vessel Gambling 10.1 10.9 11.8
Mining 451 50.0 50.0
Subtotal Other Tax 57.7 63.5 64.5
Subtotal Unrestricted Non-Petroleum Taxes 346.0 356.2 350.3
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chapter2| Unrestricted General Fund Revenue

2 By source and type (Continued)

Millions of Dollars

History Forecast

Fiscal Year 2019 2020 2021
Unrestricted Non-Petroleum Revenue
Charges for Services 71 71 71
Fines and Forfeitures 19.0 12.8 12.8
Licenses and Permits
Motor Vehicle 37.2 36.5 36.5
Other 0.8 2.3 2.3
Subtotal Licenses and Permits 38.0 38.8 38.8
Rents and Royalties
Mining Rents and Royalties 1.9 1.3 1.3
Other Non-Petroleum Rents and Royalties 3.7 3.7 3.7
Subtotal Rents and Royalties 5.6 5.0 5.0
Miscellaneous Revenues and Transfers
Miscellaneous 37.1 25.6 25.6
Alaska Housing Finance Corporation Dividend 17.4 27.0 33.6
Alaska Industrial Development and Export Authority Dividend 4.8 10.3 14.5
Alaska Municipal Bond Bank Authority Dividend 0.0 0.0 0.0
Alaska Student Loan Corporation Dividend 0.0 0.0 0.0
Alaska Energy Authority Dividend 0.0 0.0 0.0
Alaska Natural Gas Development Authority Dividend 0.0 0.0 0.0
Mental Health Trust Dividend 0.0 0.0 0.0
Unclaimed Property 16.5 20.0 18.0
Subtotal Miscellaneous Revenues and Transfers 75.8 82.9 91.7
Total Unrestricted Non-Petroleum Revenue 491.4 502.9 505.7
Unrestricted Investment Revenue
Investment Revenue
Alaska Permanent Fund 2,722.6 2,933.1 3,091.5
Investments 93.3 54.1 51.8
Total Unrestricted Investment Revenue 2,815.9 2,987.2 3,143.3
Total Unrestricted General Fund Revenue 5,354.6 5,049.4 5,059.0

" Insurance Premium Tax was considered designated restricted revenue for FY 2016 to FY 2018 and reverted to unrestricted revenue beginning in FY

2019.

Chapter 2 | Executive Summary
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chapter2| Restricted Revenue
By source and type

Millions of Dollars

History Forecast
Fiscal Year 2019 2020 2021

Designated General Fund Restricted Revenue
Non-Petroleum Revenue
Taxes 141.9 146.1 147 1
Charges for Services 243.9 2131 212.7
Fines and Forfeitures 4.6 51 5.0
Licenses and Permits 24 24 24
Rents and Royalties 20.9 18.3 18.4
Other 37.8 43.3 45.2
Subtotal Non-Petroleum Revenue 451.4 428.3 430.7
Investment Revenue
Investments — Designated General Fund 5.3 3.0 3.0
Other Treasury — Managed Funds 48.0 40.7 421
Subtotal Investment Revenue 53.3 43.7 451
Total Restricted Designated General Fund Revenue 504.7 472.0 475.8
Other Restricted Revenue
Petroleum Revenue
Royalties to Alaska Permanent Fund and Public School Trust Fund

(includes bonuses, rents, and interest) 382.3 386.5 343.1
Tax and Royalty Settlements to Constitutional Budget Reserve Fund 181.2 200.0 75.0
Subtotal Petroleum Revenue 563.5 586.5 418.1
Non-Petroleum Revenue
Taxes 51.6 51.1 53.2
Charges for Services 46.6 111.9 112.2
Fines and Forfeitures 16.1 18.3 17.8
Licenses and Permits 411 41.0 41.2
Rents and Royalties 6.7 9.9 10.0
Other 18.1 18.1 18.1
Subtotal Non-Petroleum Revenue 180.2 250.3 252.4
Investment Revenue
Investments — Other Restricted 16.9 9.7 9.8
Constitutional Budget Reserve Fund 74.8 46.0 32.3
Alaska Permanent Fund Restricted Earnings, net of General Fund Draw ' 1,043.0 1,188.3 1,379.2
Subtotal Investment Revenue 1,134.7 1,244.0 1,421.3
Total Other Restricted Revenue 1,878.4 2,080.8 2,091.8
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Chapter 2

Restricted Revenue
By source and type (Continued)

Millions of Dollars

History Forecast

Fiscal Year 2019 2020 2021
Restricted Federal Revenue
Federal Receipts 3,311.4 3,715.9 3,715.9
Petroleum Revenue
NPR-A Royalties (includes bonuses, rents, and interest)? 12.3 11.3 9.5
Total Restricted Federal Revenue 3,323.7 3,727.2 3,725.4
Total Restricted Revenue 5,706.9 6,280.1 6,293.0

"While payouts are limited to realized revenue, both unrealized and realized are shown per Generally Accepted Accounting Principles. Restricted earn-
ings starting in FY 2019 consist of unrealized gains plus realized gains, less the transfer to the general fund.

2petroleum Revenue shown in the Restricted Federal Revenue category includes the state share of rents, royalties, and bonuses received from the

National Petroleum Reserve — Alaska.

ing this Permanent Fund share, petroleum is expect-
ed to provide between 70% and 74% of unrestricted
revenue over the next 10 years.

Restricted petroleum revenue contributed an addi-
tional $576 million in FY 2019. The primary sources
of restricted petroleum revenue are royalties depos-
ited in both the Permanent Fund and Public School
Trust Fund, as well as settlements of tax and royalty
disputes deposited in the Constitutional Budget
Reserve Fund (CBRF).

Four elements are critical to the determination of pe-
troleum revenues - price, production, lease expen-
ditures, and transportation costs. These components
are explained in detail in Chapter 4.

Oil Price

Alaska North Slope (ANS) oil prices averaged $69.46
in FY 2019. The revenue forecast is based on an
annual average ANS oil price of $63.54 per barrel
for FY 2020 and $59.00 per barrel for FY 2021. The
department projects that annual average prices
will increase to $71.00 (nominal) within the 10-year
forecast period.

The department made a change to how oil prices
are forecast this year. Beginning with fall 2019, the
short-term oil price forecast (current and next fiscal
year) is derived from futures market expectations for
Brent crude. Beyond the next fiscal year, the price

forecast is held constant in real terms, increasing
with inflation. This approach to price forecasting
allows the department to prepare a forecast with
minimal expense to the state, while providing a
transparent methodology that incorporates the
most recent market information available at the time
the forecast is made.

Oil Production

Total crude oil production from Alaska’s North Slope
averaged 496,900 barrels per day in FY 2019. The

oil production forecast expects ANS production

to remain relatively stable in coming years, with
production of 492,100 barrels per day in FY 2020
and 490,500 barrels per day in FY 2021. Production
is forecast to decline to 434,300 barrels per day in FY
2024 before increasing to 494,500 barrels per day by
the end of the 10-year forecast period.

The oil production forecast balances projected
declines in production at existing fields with incre-
mental production from new fields and new devel-
opments. Following several years of relatively stable
production, most existing fields are expected to
return to declining production during the forecast
period. Meanwhile, several new oil fields are pro-
gressing through the planning and development
process. These new fields are expected to contrib-
ute to stable and increasing production later in the
forecast period.

Chapter 2 | Executive Summary
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chapter2| ToOtal State Revenue, Actual and Forecast
4 FY 2019 actuals and FY 2020 — FY 2029 forecast

Millions of Dollars

History Forecast
Fiscal Year 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

Total State
Revenue
Petroleum 2,623.2 21572 1,837.6 18052 1,757.0 1,7775 1,870.7 1,9128 2,017.7 21142 2,2455
Non-Petroleum 1,123.0 1,181.5 1,188.8 1,187.7 1,197.6 1,204.0 1,211.2 1,224.2 12348 1,2419 1,253.6
Investment 4,003.9 42749 4,609.7 4,7359 4,860.8 4,983.8 5,107.7 52358 5,367.8 55057 5,783.0
Federal 3,3114 3,7159 3,7159 3,7159 3,7159 3,7159 3,7159 3,7159 3,7159 3,7159 3,715.9
Total State
Revenue 11,061.5 11,329.5 11,352.0 11,444.6 11,531.2 11,681.2 11,905.5 12,088.7 12,336.2 12,577.7 12,998.0

chapter2| TOtal State Revenue
B A look back and a look ahead

History

EEE————

Forecast

EEE—

Billions of Dollars

M Investment Federal M Petroleum M Non-Petroleum
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Chapter 2

>

Total Unrestricted General Fund Revenue
FY 2019 actuals and FY 2020 — FY 2029 forecast

Millions of Dollars

History Forecast
Fiscal Year 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

Unrestricted General

Fund Revenue
Petroleum 2,047.3 1,559.4 1,410.0 1,408.9 1,364.2 1,366.8 1,419.7 1,424.6 1,483.7 1,527.9 1,600.3
Non-Petroleum 4914 5029 5057 508.0 5156 5199 5247 536.3 5454 5509 560.9
Investment 2,815.9 2,987.2 3,143.3 3,154.5 3,327.1 3,448.8 3,536.5 3,627.2 3,719.9 3,814.6 3,9104
Total Unrestricted General

Fund Revenue 5,354.6 5,049.4 5,059.0 5,071.4 5,206.9 5,335.5 5,481.0 5,588.0 5,749.0 5,893.4 6,071.7
Percent from Petroleum 38% 31% 28% 28% 26% 26% 26% 25% 26% 26% 26%
Total Unrestricted

Revenue (not including

Permanent Fund

transfer) 2,632.0 2,116.3 1,967.5 1,976.4 1,9449 1,957.5 2,021.0 2,043.0 2,117.0 2,172.4 2,260.7
Percent from Petroleum 78% 74% 72% 71% 70% 70% 70% 70% 70% 70% 71%
Selected Petroleum Data
Price Per Barrel of ANS

Crude (Dollars) 69.46 63.54 59.00 61.00 62.00 63.00 6500 66.00 68.00 69.00 71.00
Average Daily ANS

Production' (Thousand

Barrels Per Day) 496.9 4921 490.5 460.1 439.7 4343 450.0 458.9 468.9 4825 4945

"Fall 2019 Forecast assumes that for all years of the forecast, 10,000 barrels per day of Natural Gas Liquids (NGLs) will be shipped from Prudhoe Bay
to Kuparuk for use in a large-scale enhanced oil recovery project. Beginning with FY 2019, these NGLs are excluded from actual and forecast production
reported in this table. With new information, future NGL shipment estimates may change, and these changes will be included in subsequent production

forecasts.

Lease Expenditures and
Transportation Costs

In FY 2019, allowable oil and gas lease expenditures
amounted to an estimated $5.5 billion statewide,
including $5.0 billion of spending on the North
Slope. Allowable lease expenditures are expected

to increase slightly in FY 2020 to $5.8 billion state-
wide, including $5.4 billion of spending on the North
Slope. Allowable lease expenditures are expected to
show several years of increases, based on expected
investments in new developments. These investments
include multiple billions of dollars to bring new fields
like Pikka and Willow into production. These are long-
term investments in Alaska that will provide produc-

tion, jobs, and state revenue for decades to come -
well beyond the time horizon of this revenue forecast.

In FY 2019, average transportation costs for North
Slope oil averaged $8.02 per barrel; they are expect-
ed to average $9.06 in FY 2020 and $9.78 in FY 2021.
Transportation costs are subtracted from the ANS
price to form the basis for tax and royalty calculations.

Major Gas Sales and ANWR

Two major petroleum-related projects have the po-
tential to add to state petroleum revenues beyond
what is presented in this forecast.

Chapter 2 | Executive Summary
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First, the State of Alaska is continuing to work on a
project to commercialize North Slope natural gas
reserves. This project could lead to liquid natural gas
exports and substantial new state revenues. To be
conservative, major gas sales will not be included in
this forecast until the project reaches a Final Invest-
ment Decision.

Additionally, as part of federal tax legislation enacted
in 2017, the U.S. Department of Interior is directed

to hold two lease sales in the Arctic National Wildlife
Refuge (ANWR) “1002 area” over the 10-year period.
Currently, the Department of Interior is pursuing a
first lease sale potentially taking place in 2020.

ANWR lease sales are of interest to Alaska both as a
source of future production and economic activity,
and because the state will receive a portion of any
federal bonuses, rents, and royalties from the leases.
It is anticipated that 50% of ANWR revenue will be
shared with the state. Of the revenue received by the
state, 50% of the state’s share will go to the Perma-
nent Fund, 0.5% to the Public School Trust Fund, and
the remaining share would be unrestricted general
fund revenue. Since lease sale revenue is unknown
at this time, the department has conservatively cho-
sen not to include lease sale revenue in this revenue
forecast until a successful lease sale has taken place.
Additionally, any production from ANWR will not be
included until a discovery is made that meets the
criteria for inclusion in the production forecast.

Non-Petroleum Revenue from
In-State Activity

Corporate income tax revenue from non-petro-
leum related businesses, excise taxes, consumption
taxes, charges for services, fines and forfeitures,
licenses and permits, non-petroleum rents and
royalties, transfers, and other miscellaneous rev-
enue are referred to as “non-petroleum revenues
from in-state activity.” This does not include federal
and investment revenues. In FY 2019, unrestrict-

ed non-petroleum revenues amounted to $491.4
million. Unrestricted non-petroleum revenues from
in-state activities are expected to be $502.9 million
in FY 2020, increasing to $560.9 million by the end
of the 10-year forecast period. In FY 2019, restricted
non-petroleum revenue amounted to $631.6 million.
Restricted non-petroleum revenues are expected to
be $678.6 million in FY 2020. Details regarding these

REVENUE SOURCES BOOK Fall 2019

revenue sources can be found in Chapter 5. These
amounts only represent revenues from existing reve-
nue sources under current law.

Federal Revenue

All federal funds the state receives are considered
restricted for purposes of this forecast. Federal

funds include revenues for highways, medical care,
education, and other designated purposes. The state
received an estimated $3.3 billion in FY 2019. Consis-
tent with practice in prior years, the federal revenue
forecast represents the maximum possible federal
revenue contribution, while actual revenues re-
ceived routinely come in below forecast. More detail
regarding federal revenue can be found in Chapter 6.

Investment Revenue

Investment revenue is the earnings generated from
certain assets such as the Permanent Fund, the CBRF,
and other funds. In FY 2019, the state earned $4.0
billion in total investment revenue. The department
is forecasting investment income of $4.3 billion in FY
2020 and $4.6 billion in FY 2021.

Prior to FY 2019, the majority of investment reve-
nue was considered restricted revenue. However,
beginning in FY 2019, a portion of the value of the
Permanent Fund is depicted as unrestricted revenue,
and investments are now one of the largest contrib-
utors to unrestricted revenue.

The Permanent Fund contributed $2.7 billion to
unrestricted revenue in FY 2019, and is anticipated
to contribute $2.9 billion to unrestricted revenue in
FY 2020. These projections are based on a series of
assumptions including a total fund value of $66.3
billion as of July 1,2019, and a 7.00% annual average
return on invested assets. The annual Permanent
Fund “draw” is available for appropriation to fund
dividends, government spending, or savings.

More information about investment revenue can be
found in Chapter 7.
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Chapter 3
Revenue Available for Appropriation

for Any Purpose

General Discussion

Historically, most of the discussion on Alaska’s budget
has focused on the “unrestricted general fund” (UGF)
category of revenue, which in times of deficiency

is supplemented by “funding from reserves” At the
same time, certain current-year revenue available for
appropriation for any purpose is added to reserves.

This way of defining revenue has served Alaska well
by automatically placing categories of revenue in
reserves. However, it is also important to accurately
define revenue that is available for appropriation for
any purpose so that both the Alaska Legislature, in
deliberations on potentially shifting how revenue is
categorized, as well as people outside the Legislature,
in analyzing Alaska’s budget, are able to determine
the state’s true revenue potential.

Table 3-1 provides an accounting of current-year
revenue available for appropriation for any purpose
for the most recent fiscal year, as well as a 10-year
forecast period.

The State of Alaska has historically categorized certain
revenues that are available for appropriation for any
purpose as “restricted.” The primary use of these “cus-
tomarily restricted” revenues has been largely to fund
reserves. Examples of revenues customarily treated

as restricted, but available for appropriation for any
purpose include:

e Settlement revenue deposited into the Con-
stitutional Budget Reserve Fund (CBRF), as
well as the investment earnings of the CBRF.

e Royalty revenue deposited into the Alaska
Permanent Fund beyond the 25% constitu-
tional dedication, as well as a portion of the
earnings of the Permanent Fund.

REVENUE SOURCES BOOK Fall 2019
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e Most revenue deposited into subfunds or
subaccounts of the general fund. For exam-
ple, 50% of alcohol tax revenue is designated
for the Alcohol and Other Drug Abuse Treat-
ment and Prevention Fund.

The Permanent Fund and
Constitutional Budget Reserve Fund

Alaska receives investment earnings from a number

of internal funds. Primary sources of investment rev-
enue for the state are two constitutionally mandated
funds - the Permanent Fund and the CBRF.

The balance of the CBRF is available for appropri-
ation for any purpose with a three-fourths vote of
each body of the Legislature. This also applies to the
amount of any investment earnings, and tax and
royalty settlement deposits to the CBRF.

The Earnings Reserve Account balance in the Per-
manent Fund is available for appropriation for any
purpose with a majority vote of the Legislature. This
is different from an appropriation of the Permanent
Fund'’s principal balance, which would require an
amendment to the Alaska Constitution.

For accounting purposes, the Permanent Fund is
divided into two parts - principal (the non-spendable
funds), and the Earnings Reserve (assigned funds).
The Earnings Reserve contains both realized earnings
from all the fund’s investments, and unrealized gains
on assets in that portion of the Permanent Fund

that is accounted for in the Earnings Reserve. His-
torically, a portion of the Earnings Reserve has been
used to fund Permanent Fund dividends. Beginning

Alaska Department of Revenue | Tax Division
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Chapter 3

1 FY 2019 actuals and FY 2020 — FY 2029 forecast

Millions of Dollars

Current-Year Revenue Subject to Appropriation

History

Forecast

Fiscal Year 2019

Petroleum Revenue

2020

2022 2023 2024 2025

2026

2027

2028 2029

Unrestricted
General Fund
Royalties to Alaska
Permanent Fund
Beyond 25%
Dedication 0.0
Tax and Royalty
Settlements to
CBRF 181.2
Subtotal Petroleum
Revenue

2,047.3

2,228.6

Non-Petroleum Revenue

1,559.4

71.9

200.0

1,831.3

1,408.9 1,364.2 1,366.8 1,419.7

63.2 60.7 64.0 73.9

50.0 50.0 50.0 50.0

1,522.1 1,474.9 1,480.8 1,543.6

1,424.6

93.3

50.0

1,567.9

1,483.7

116.2

50.0

1,650.0

1,527.9 1,600.3

137.0 157.0

50.0 50.0

1,714.9 1,807.3

Unrestricted

General Fund 4914
Designated

General Fund 451.4
Royalties to Alaska

Permanent Fund

Beyond 25%

Dedication 0.0
Tax and Royalty

Settlements to

CBRF 2.9
Subtotal Non-Petro-

leum Revenue 945.7

Investment Revenue

502.9

428.3

3.2

0.0

934.4

508.0 5156 5199 5247

433.9  436.1 438.0 4397

3.3 3.3 3.4 3.5

0.0 0.0 0.0 0.0

945.2  955.0 961.3  967.9

536.3

440.3

3.5

0.0

980.1

545.4

4411

3.6

0.0

990.0

550.9  560.9

4419 4428

3.7 3.8

0.0 0.0

996.5 1,007.5

Unrestricted
General Fund

Designated
General Fund 53.3

CBRF 74.8

Subtotal Investment
Revenue

2,815.9

2,944.0

Total Revenue
Subject to

Appropriation 6,118.3

Note: CBRF is an acronym for Constitutional Budget Reserve Fund.

2,987.2

43.7
46.0

3,076.9

5,842.6 5,710.0 5,703.3 5,842.6

3,154.5 3,327.1 3,448.8 3,536.5

45.5 45.8 46.2 46.5
36.0 39.8 43.6 47.4

3,220.7 3,236.0 3,412.7 3,538.6 3,630.4

3,627.2

46.9
51.2

3,725.3

3,719.9

47.3
55.0

3,822.2

3,814.6 3,910.4

47.6 48.0
58.8 62.7

3,921.0 4,021.1

5,980.7 6,141.8 6,273.4 6,462.2 6,632.4 6,835.9

"Estimate based on deposit to Permanent Fund minus 25% of total royalties. In FY 2019, only the constitutionally required 25% of royalties were

deposited into the Permanent Fund.
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in FY 2019, funds have been appropriated from the
Earnings Reserve for both government spending and
dividends.

Other Customarily Restricted
Revenues

Because Alaska is dependent on taxes, royalties, fees,
and other revenues that can be volatile, the State of
Alaska has developed a framework of constitution-
ally and statutorily restricted revenue that is held in
a variety of reserve funds to provide long-term and
short-term options to address cash flow mismatches
and budgetary needs.

The Alaska Constitution provides that, with three ex-
ceptions, the proceeds of state taxes or licenses “shall
not be dedicated to any special purpose.” The three
exceptions are when dedication is required by the
federal government for state participation in federal
programs, any dedication existing before statehood,
and dedication of funds is provided for by the Alaska
Constitution.

Many state revenues are classified as “customarily
restricted,” meaning they are designated for a spe-
cific purpose, even though the Constitution does
not allow a dedication of funds. This includes most
revenue deposited into subfunds or subaccounts of
the general fund. The State of Alaska has historically
restricted these revenue sources based on custom or

REVENUE SOURCES BOOK Fall 2019

by statutory direction, even though neither of these
structures limit the ability of a future Legislature to
appropriate the revenue for any purpose. Statutory
language typically suggests that revenue from a cer-
tain source “may be appropriated” by the Legislature
for a specific purpose. Such revenue is nonetheless
subject to annual appropriation, even if the State of
Alaska by historical practice has followed customary
restrictions.

Meeting State Obligations

Understanding the customary nature of many sources
of restricted revenue is important, because the ability
of the state to meet its obligations is not truly reflect-
ed by the UGF category in budget documents. The
state’s ability to meet its obligations is provided by
adjusting for customary restrictions and looking at all
current-year revenues that are subject to appropria-
tion for any purpose.

All revenues subject to appropriation for any purpose
can be used by the Legislature to fund government
services or obligations, including the use of funds in
the CBRF and the Earnings Reserve of the Permanent
Fund.

Alaska Department of Revenue | Tax Division
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Chapter 4
Petroleum Revenue

General Discussion

The four major sources of state revenue from oil and
gas production are production tax, royalties, property
tax, and corporate income tax. This chapter describes
each of these sources, as well as key variables that
influence these revenue sources.

Production tax (the state’s severance tax for oil and
gas) is levied on a producer when the resource is
severed (or extracted) from land in Alaska. Royalties
are payments to the owners of the land and represent
a percentage of production. Property tax is collected
as a percentage of the value of taxable oil and gas
property in the state. Corporate income tax is levied
on oil and gas C-corporations as a percentage of their
worldwide net income apportioned to Alaska.

Federal
$3.3
30%

Revenue from oil and gas is unrestricted, with
three exceptions:

e The Alaska Constitution requires that 25% of
royalty revenue be deposited into the Alaska
Permanent Fund. Alaska Statute 37.13.010(a)
refers to 50% of royalty revenue from mineral
leases issued after December 1, 1979, being
deposited into the Permanent Fund. This
additional amount is subject to appropria-
tion from the general fund but is shown as
restricted in this forecast. Additionally, the
Public School Trust Fund receives 0.5% of
royalty revenue.

e Payments received from the federal govern-
ment representing a share of the bonuses,
rents, and royalties derived from federal oil

craper4| FY 2019 Petroleum Revenue
A By restriction and type, in billions of dollars

Unrestricted
$2.0 (78%)

Petroleum

Investment
$4.0
36%
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$2.6
24%

Restricted
$0.6 (22%)
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1 By restriction and type

chaper4| TOtal Petroleum Revenue

Millions of Dollars

History Forecast
Fiscal Year 2019 2020 2021
Unrestricted Petroleum Revenue
Petroleum Property Tax 119.5 121.6 117.9
Petroleum Corporate Income Tax 217.7 210.0 215.0
Oil and Gas Production Tax 595.5 380.7 328.1
Royalties (including bonuses, rents, and interest) 1,114.7 847.0 749.0
Total Unrestricted Petroleum Revenue 2,047.3 1,559.4 1,410.0
Change from Prior Period 107.2 -488.0 -149.4
Percent Change from Prior Period 6% -24% -10%
Restricted Petroleum Revenue
Other Restricted
Royalties, Bonuses, and Rents to the Alaska Permanent Fund 374.8 380.3 337.6
Royalties, Bonuses, and Rents to the Public School Trust Fund 7.5 6.2 5.5
Tax and Royalty Settlements to Constitutional Budget Reserve Fund 181.2 200.0 75.0
Subtotal Other Restricted 563.5 586.5 418.1
Federal
NPR-A Royalties, Rents, and Bonuses 12.3 11.3 9.5
Total Restricted Petroleum Revenue 575.8 597.8 427.5
Change from Prior Period 67.8 22.0 -170.3
Percent Change from Prior Period 13% 4% -28%
Total Petroleum Revenue 2,623.2 2,157.2 1,837.6
Change from Prior Period 175.0 -466.0 -319.6
Percent Change from Prior Period 7% -18% -15%
and gas leases in the National Petroleum Production Tax
Reserve — Alaska (NPR-A) are deposited into a
NPR-A special revenue fund.
e Payments received from settlements of tax Oil and gas produced and sold from lands within
and royalty disputes between the state and Alaska are subject to a severance tax as the resourc-
producers are deposited into the Constitu- es leave the land. This severance tax is commonly
tional Budget Reserve Fund (CBRF), after ac- referred to as the “production tax.” The production tax
counting for any applicable share of royalty applies to oil and gas produced from any area within
settlements deposited into the Permanent the boundaries of the state, including lands that are
Fund and Public School Trust Fund. owned by the State of Alaska, the federal govern-
ment (like NPR-A), or private parties, such as Native
corporations. State ownership of submerged lands ex-
Table 4-1 shows both restricted and unrestricted tends 3 nautical miles from the shore. Production tax
petroleum revenue collected from each source for the  applies only to oil and gas that the producer sells, so it
most recent fiscal year and forecasts for the next two excludes state royalties, gas used in lease operations
fiscal years. Table 4-2 shows the 10-year forecast of or flared for safety reasons, and any production that is
unrestricted revenue from these sources. re-injected into a reservoir.
Chapter 4 | Petroleum Revenue 20



chaper4| Unrestricted Petroleum Revenue
2 FY 2019 actuals and FY 2020 — FY 2029 forecast

Millions of Dollars

History

Forecast

Fiscal Year 2019 2020 2021 2022 2023

Petroleum Property Tax 1195 1216 117.9 116.5 115.1

Petroleum Corporate
Income Tax 217.7 210.0 2150 240.0 2450

Oil and Gas Production Tax' 595.5 380.7 328.1 3194 299.3
Royalties — Net? 1,114.7 847.0 749.0 733.0 704.9

Total Unrestricted
Petroleum Revenue 2,047.3 1,559.4 1,410.0 1,408.9 1,364.2

Change from Prior Period 107.2 -488.0 -1494 -1.1 -44.7

Percent Change
from Prior Period 6% -24% -10% 0% -3%

"Includes hazardous release and conservation surcharge revenues.
2Includes bonuses, rents, and interest.

In 2013, the Alaska Legislature passed Senate Bill

21, which is the existing production tax regime
applicable to oil and gas production in the state.
Adjustments and refinements to the production tax
system were made in both 2016 with House Bill 247,
and in 2017 with House Bill 111. Table 4-3 lists the
major provisions of the production tax as they exist
in current law. The following narrative describes the
current production tax system for various areas of the
state and types of production.

North Slope

For North Slope oil and gas (gas shipped and sold
outside the state), the tax uses the concept of “pro-
duction tax value” (PTV), which is the gross value

at the point of production minus allowable lease
expenditures. PTV is similar in concept to net profit,
but different in that all allowable lease expenditures
can be deducted in the year incurred; that is, cap-
ital expenditures are not subject to a depreciation
schedule. The production tax rate is 35% of PTV with
an alternative minimum tax floor calculation of 0%
to 4% of gross value, with the 4% minimum tax floor
applying when average Alaska North Slope (ANS) oil
prices for the year exceed $25 per barrel. Lower rates

21 REVENUE SOURCES BOOK Fall 2019

2024 2025 2026 2027 2028 2029

113.5 11.9  110.1 108.0 1058 103.5

250.0 255.0 260.0 265.0 270.0 275.0
306.3 3241 311.7 3275 3316 3584
697.0 728.7 7428 7832 8205 8634

1,366.8 1,419.7 1,424.6 1,483.7 1,527.9 1,600.3
2.6 53.0 4.8 59.2 441 72.4

0% 4% 0% 4% 3% 5%

would apply if the yearly average ANS price is below
$25 per barrel.

Several tax credits and other mechanisms are avail-
able for North Slope oil production to incentivize
additional investment. A sliding scale Per-Taxable-
Barrel Credit is available, which is progressively
reduced from $8 per barrel to $0 as wellhead value in-
creases from $80 per barrel to $150 per barrel. A com-
pany that chooses to take this credit may not apply it
to any other tax credits in combination to reduce the
tax paid below the gross minimum tax floor.

An additional incentive applies for qualifying new
production areas on the North Slope. The gross value
reduction (GVR) allows a company to exclude 20%

or 30% of the gross value for that production from
the tax calculation. Qualifying production includes
areas surrounding a currently producing area that
may not be otherwise commercial to develop, as

well as certain new oil pools. Oil that qualifies for this
GVR receives a flat $5 Per-Taxable-Barrel Credit rather
than the sliding-scale credit available for most other
North Slope production. As a further incentive, this $5
Per-Taxable-Barrel Credit can be applied to reduce tax
liability below the minimum tax floor assuming that
the producer does not seek to apply any sliding scale

Alaska Department of Revenue | Tax Division



tax credit. The GVR is only available for the first seven
years of production, and ends early if ANS prices
exceed $70 per barrel for any three years.

Effective January 1, 2022, for North Slope gas, the

tax rate will be 13% of the gross value at the point of
production. This tax rate would apply to a major gas
export project. Senate Bill 138, passed in 2014, allows
for the state to accept payment of this 13% gross tax
as gas in-kind. Until December 31, 2021, North Slope
gas is taxed at 35% of PTV, and limited to a maximum
value averaging 17.7 cents per 1,000 cubic feet.

A company may carry forward 100% of allowable
lease expenditures not applied against tax as a car-
ried-forward annual loss, and may apply all or part
in a future year. A carried-forward annual loss may
not reduce tax below the minimum tax, and can only
be used after the start of regular production from
the area in which the expenditures were incurred.
This provision is known as “ring fencing” of the loss.
An unused carried-forward annual loss will reduce
in value by one-tenth each year beginning in the
eighth or 11th year after it is earned, depending on
whether the carried-forward annual loss was earned
from a producing or non-producing area.

Cook Inlet

Cook Inlet oil production is officially subject to the
same tax rate of 35% of PTV. However, the tax is lim-
ited by statute to a maximum of $1.00 per barrel.

For Cook Inlet gas production, the tax rate is 35%
of PTV, and the tax is limited to a maximum value
averaging 17.7 cents per 1,000 cubic feet.

Middle Earth

Areas outside the North Slope and Cook Inlet are

commonly referred to as “Middle Earth.” Middle Earth
currently has no commercial production of oil or gas
and a relatively small amount of exploration activity.

A 10% Qualified Capital Expenditure Credit and 20%
Well Lease Expenditure Credit are available as incen-
tives for activity in Middle Earth. Additionally, Middle
Earth has a carried-forward annual loss provision
similar to the North Slope’s.

Should oil or gas be produced from Middle Earth, it
would nominally be subject to the statewide tax rate of
35% of PTV. However, a tax ceiling of 4% of gross value
would apply for the first seven years of production,
provided production begins prior to January 1, 2027.

Other Provisions

A Small-Producer Credit of up to $12 million per
company is available for certain companies state-
wide, but it is gradually being phased out. The credit
expired on either December 31, 2016, or the ninth
calendar year after production started, if production
started before May 1, 2016. New companies, there-
fore, are not eligible to take the credit.

For oil and gas produced from private lands across
the state, Alaska levies a production tax on the value
of private landowner royalty interest in the amount of
5% of gross value for oil and 1.667% for gas. Tax cred-
its cannot be used to offset this portion of the tax.

The production tax includes several other nuances
and provisions beyond the brief description provid-
ed here. For more information about the various tax
credits, see Chapter 8.

Revenue from production tax is estimated on a com-
pany-specific basis by forecasting the components
used in the tax calculation, then subtracting estimat-
ed tax credits. Under a net tax regime, these compo-
nents include oil prices, transportation costs, produc-
tion costs and production volumes for each field.

Crude Oil Prices

The future price of crude oil is the most sensitive
variable in the revenue forecast and is also the most
prone to uncertainty. As a price-taker in the global
market, Alaska cannot exert any significant pres-
sure on the future price of oil by altering its level of
production. Rather, oil prices are determined on a
global basis, reflecting fluctuations in supply and
demand.

A 10-year forecast of ANS oil prices, along with the
inferred wellhead values, can be found in Table 4-5.
Appendix B includes a 10-year history and a 10-year
forecast of these values in nominal terms, as well as
comparisons to the prior revenue forecast.

Beginning with fall 2019, the short-term oil price
forecast (current and next fiscal year) is derived from
futures market expectations for Brent crude. Brent is
used because it is a widely followed global bench-
mark crude that is typically priced similarly to ANS
crude. Beyond the next fiscal year, the price forecast
is held constant in real terms, increasing with infla-
tion. This approach to price forecasting allows the
department to prepare a forecast with minimal
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chaper4| Production Tax, Overview of Current Law
Key provisions under Senate Bill 21"

North Slope
Provision Current Law
Base Tax Rate (applied to Production 35%
Tax Value)

Minimum Tax Floor (applied to Gross Value at Up to 4%. 4% rate applies when the Alaska North Slope price is more than $25/
Point of Production) barrel. Some credits can apply against minimum.:

Gross Value Reduction 20% or 30% of gross value excluded from the tax calculation; limited to first
seven years of production; benefit ends early if the average ANS price exceeds
$70 for any three years. For qualifying fields that began production prior to
January 1, 2017, benefit ends January 1, 2023 or after three years of ANS price
exceeding $70.

Per-Taxable-Barrel Credit for Sliding scale $0/barrel to $8/barrel. $8 credit applies when wellhead price is less
Non-GVR Production than $80/barrel. Cannot apply against the minimum tax.-

Per-Taxable-Barrel Credit for GVR Production $5/barrel, no sliding scale. Can apply against minimum tax.

True-Up of Per-Taxable-Barrel Credit Unused Per-Taxable-Barrel Credits can be used to offset tax liability in other
months of the calendar year.

Net Operating Loss Credit Repealed January 1, 2018.

Lease Expenditures Carry-forward Beginning January 1, 2018, a company may carry forward lease expenditures

not deducted against tax, and may apply in a future year to reduce liability to
minimum tax, contingent on the production from the area earned. Carry-forwards
reduce in value by one-tenth each year beginning in the eighth or 11th year after

earned.
Cook Inlet

Provision Current Law
Base Tax Rate (applied to PTV) 35%
Tax Ceiling — Oil $1/barrel, permanent tax ceiling.
Tax Ceiling — Gas Average 17.7 cents/thousand cubic feet (McF), permanent tax ceiling.
Qualified Capital Expenditure Credit Repealed January 1, 2018.
Well Lease Expenditure Credit Repealed January 1, 2018.
Net Operating Loss Credit Repealed January 1, 2018.
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chaper 4] Production Tax, Overview of Current Law

Provision

Key provisions under Senate Bill 21" (Continued)

Middle Earth

Current Law

Base Tax Rate (applied to PTV)

Tax Ceiling

Capital/Well Lease Expenditure Credits
Net Operating Loss Credit

Lease Expenditures Carry-forward

Exploration Tax Credits

Provision

35%.

4% of gross value for the first seven years of production if production begins
before 2027.

Credits maintained at 2017 rates (10% QCE, 20% WLE).
Repealed January 1, 2018.

Beginning January 1, 2018, a company may carry forward lease expenditures not
deducted against tax, and may apply in a future year to reduce liability to minimum
tax, contingent on production from the area earned. Carry-forwards reduce in value
by one-tenth each year beginning in the eighth or 11th year after earned.

30% or 40% for qualifying exploration, expires January 1, 2022, does not apply to
seismic after January 1, 2018. Credits can be applied against a company’s own
corporate tax liability.

Statewide/Other

Current Law

»

Tax Ceiling for “Gas Used in State

Interest Rate on Delinquent Taxes

Credits for Tax-Exempt Entities

Small-Producer Credits

Retroactive Use of Credits

Production Limit for Purchased Credit Eligibility

Alaska-Hire Preference for Tax Credits

Per-Company Limit for Purchased Credits

Phase-Out of Oil and Gas Tax Credit Fund

Qualifying gas is taxed at Cook Inlet rate, permanent tax ceiling.

5.25% above the Federal Reserve discount rate, compounded quarterly, for all
tax types.

Credits earned only for lease expenditures subject to tax.

Up to $12 million per company for first nine years of production, can apply
against minimum tax; must begin production before May 1, 2016.

Tax credit certificates (including transferred) may be used to offset a liability or
assessment for prior-year taxes.

Companies with more than 50,000 barrels of oil-equivalent production are not
eligible for state purchase of credits.

Department of Revenue must give credit purchase priority based on ranking of
Alaska-hire percentage, including contractors.

$70 million per company per year. First $35 million at full value; next $35 million
may be purchased at 75% of value at company option.

No eligibility for state purchase for any credits earned after July 1, 2017, except
for refinery and LNG storage credits.

"Current law reflects Senate Bill 21 provisions after changes made in 2016 with House Bill 247, and changes made in 2017 with HB 111.
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Data summary

History Forecast
Fiscal Year 2019 2020 2021

North Slope Price (dollars per barrel)
ANS West Coast 69.46 63.54 59.00
Transportation Costs and Other 8.02 9.06 9.78
ANS Wellhead 61.44 54.48 49.22
North Slope Production’ (thousand barrels per day)
Total ANS Production 496.9 4921 490.5
Royalty and Federal? 60.9 58.3 56.1
Taxable Barrels 436.0 433.7 434.3
North Slope Lease Expenditures >4 (millions of dollars)
Allowable North Slope Lease Expenditures
Operating Expenditures (OPEX) 2,871.7 2,792.1 2,666.7
Capital Expenditures (CAPEX) 2,158.7 2,616.2 3,377 1
Total Allowable North Slope Expenditures 5,030.5 5,408.3 6,043.8
Deductible North Slope Lease Expenditures
Operating Expenditures (OPEX) 2,679.3 2,687.4 2,521.4
Capital Expenditures (CAPEX) 2,014.1 2,090.1 2,079.9
Total Deductible North Slope Lease Expenditures 4,693.4 4,777.6 4,601.3
State Production Tax Revenue®
Tax Revenue (millions of dollars) 595.5 380.7 3281
Production Tax Collected per Taxable Barrel

(dollars per barrel) 3.74 2.40 2.07
Statewide Production Tax Credits > ® (millions of dollars)
Credits Used Against Tax Liability 1,030.2 966.0 786.0
Credits for Potential Purchase 99.9 1.1 770.0

"Fall 2019 Forecast assumes that for all years of the forecast, 10,000 barrels per day of Natural Gas Liquids (NGLs) will be shipped from Prudhoe
Bay to Kuparuk for use in a large-scale enhanced oil recovery project. Beginning with FY 2019, these NGLs are excluded from actual and forecast
production reported in this table. With new information, future NGL shipment estimates may change, and these changes will be included in subse-
quent production forecasts.

2 Royalty and Federal barrels represent the Department of Revenue’s best estimate of barrels that are not taxed. This estimate includes both state
and federal royalty barrels, and barrels produced from federal offshore property.

3 Lease expenditures and credits used against tax liability for FY 2019 were prepared using unaudited company-reported estimates.

4 Expenditure forecasts for FY 2020 and FY 2021 are compiled from company submitted estimates and other documentation as provided to DOR.
Expenditures are shown in two ways: (1) total estimated allowable expenditures for all companies on the North Slope; and (2) estimated “deductible
expenditures” defined for purposes of this analysis as the amount of total allowable expenditures for each company that does not exceed their gross
value at point of production. Note that for producers with a net operating loss, only a portion of expenditures will be counted in the “deductible
expenditures” category.

5 Production tax is calculated on a company-specific basis, therefore the aggregated data reported here will not generate the total tax revenue shown.
For an illustration of the tax calculation, see Appendix Tables E-1, E-2, and E-3.

8 Production tax credits shown include all production tax credits from all areas of the state. Assumptions for the Small-Producer Credit are included in
the table. Per-Taxable-Barrel Credits for oil not eligible for the gross value reduction may not reduce a producer’s liability below the minimum tax; that
limitation is reflected in these estimates.

25 REVENUE SOURCES BOOK Fall 2019 Alaska Department of Revenue | Tax Division



expense to the state, while providing a transparent
methodology that incorporates the most recent
market information available at the time the forecast
is produced.

Transportation Charges and Other
Production Costs

The value of ANS crude oil at the wellhead is calculat-
ed by subtracting transportation costs from the sales
price or the prevailing value at the point of delivery.
Transportation components include marine costs,
the Trans-Alaska Pipeline System (TAPS) tariff, feeder
pipeline tariffs, quality bank adjustments, and other
adjustments. The values used in this netback calcula-
tion are shown in Table 4-5.

Marine Transportation Costs

Oil production from the North Slope is delivered
through TAPS to Valdez, Alaska, where it is stored and
loaded onto tankers for shipment primarily to the
West Coast (Washington, California, and Hawaii) and
Alaska’s Kenai Peninsula.

For tax purposes, companies are allowed to deduct the
total costs under the charter or contract for shipping oil
and certain other allowable costs borne by the shipper.
For crude oil shipped on tankers that are owned or
effectively owned by the producer of the transported
oil, which is typically the case, allowable marine costs
are depreciation, return on investment, fuel, wages and
benefits, routine maintenance, tug and pilotage fees,
and dry-docking costs. Marine costs can be broadly
categorized as capital, fuel, and labor with each catego-
ry accounting for roughly one-third of the total.

Pipeline Tariffs

Oil produced on the North Slope of Alaska is shipped
down TAPS, an 800-mile, 48-inch oil pipeline from the
North Slope to Valdez. Tariff rates on TAPS and other
pipelines in the state are regulated to prevent carriers
from exerting undue market power. The Regulato-

ry Commission of Alaska (RCA) regulates intrastate
rates and the Federal Energy Regulatory Commission
(FERC) regulates interstate rates. FERC has established
generic principles for oil pipelines to use a cost-of-
service method for determining tariffs charged to
transport oil.

With a cost-of-service method, rates are designed
around what it costs a pipeline company to pro-
vide the service and have an opportunity to earn a

reasonable rate of return on its investment. Major
components are operation and maintenance expens-
es, depreciation, income taxes, cost of debt, and rate
of return.

To forecast TAPS tariffs, the department projects cost-
of-service components and sums them for each year
to estimate the total cost of service or the total reve-
nue required to operate the pipeline. This estimated
total revenue requirement is divided by volume to
calculate the average cost per barrel. The ratio is
sensitive to the production profile and suggests that if
production declines over time, the tariff will increase
as costs are spread over fewer barrels of production.

Feeder pipelines are pipelines separate from TAPS
that move crude oil produced from the various North
Slope oil fields to Pump Station No. 1 at the northern
terminus of TAPS. Shippers on these “jurisdictional
pipelines” pay a tariff that covers pipeline operations
costs and provides a reasonable rate of return.

Lease Expenditures

Due to the deductibility of costs in the production tax
equation, the department must forecast allowable
lease expenditures in addition to oil prices, produc-
tion, and transportation costs. Lease expenditures
are defined as the upstream costs that are directly
related to exploring for, developing, or producing

oil or gas.

The department receives information about lease
expenditures on annual tax returns and monthly
information filings from oil and gas companies oper-
ating in the state. Semi-annually, the department also
receives projections of lease expenditures for each
unit for up to five years in the future. These reports are
provided by the operators of the properties and are a
major component of the allowable lease expenditure
portion of the revenue forecast.

In general, capital expenditures represent company
investment in new developments that are included in
the production forecast, as well as field major main-
tenance. Once new developments begin production,
the ongoing costs of operating the fields are reflected
as operating expenditures.

It should be noted that spending estimates are sub-
ject to many uncertainties, including oil prices, and
the ability of projects to obtain final company approv-
al, and financing. Many new developments included
in the production forecast are included on a“risked”
basis, meaning they are only partially counted in the
forecast based on a probability of occurring within the
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10-year time horizon. Any associated costs for those
fields are also included on a“risked” basis, using similar
risk factors. Also, expenditures for developing poten-
tial discoveries from some of the exploration taking
place in the state are not yet included in the forecast,
and will not be until those developments meet the
thresholds for inclusion in the production forecast.

The department reports lease expenditures in two
ways. “Allowable lease expenditures” are specifically
defined in statute and regulations and dictate what
can and cannot be applied in tax calculations. Certain
expenses incurred by producers fall outside this defi-
nition and are not tracked or reported by the depart-
ment. Another term, “deductible lease expenditures,’
is not defined in statute or regulation, but rather is a
term of art used to describe that portion of allowable
lease expenditures actually applied in the tax calcula-
tion in the year incurred.

Appendix D-1 provides a 10-year history and 10-year
forecast of allowable lease expenditures for the North
Slope and non-North Slope.

Production Volumes

Future oil production is crucial to forecasting oil rev-
enue, since it is a key variable used to calculate both
production taxes and royalties. It is also a factor in
determining future pipeline tariff rates, which impact
the wellhead value on which both taxes and royalties
are calculated. Future production also influences the
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economic life of the infrastructure, which is a factor in
property tax assessments.

Geographic Impact

Production from different geographic areas has differ-
ent implications for petroleum revenue. Oil produced
within state boundaries is subject to state taxes, but
oil produced beyond 3 nautical miles offshore is not.
The state collects 100% of the royalties on state-
owned lands while royalties from oil produced on
federal lands are shared with the state. For royalties
from oil produced on private lands, the state does not
collect a share of royalty directly, but instead assesses
a tax on the private landowner royalty interest as part
of the production tax.

Offshore leases 3 to 6 nautical miles from shore are
federal leases, under which the state is entitled to
27% of the amount the federal government collects
in bonuses, rents, and royalties. The authority for this
revenue sharing is the federal Outer Continental Shelf
Lands Act, Section 8(g). This 3-nautical mile band is
referred to as the “8(g) zone! The state does not re-
ceive a share of royalties from offshore leases beyond
6 nautical miles from shore.

The state is entitled to 50% of the bonuses, rents, and
royalties that the federal government receives from
the leasing of lands in the NPR-A. The federal govern-
ment dictates that shared NPR-A revenue must be
used for specific purposes, and therefore it is consid-
ered restricted revenue in this forecast.
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crapter4| Oil Price and Transportation' Costs
FY 2019 actuals and FY 2020 — FY 2029 forecast
Nominal Dollars per Barrel

History Forecast
Fiscal Year 2019 20202 2021 2022 2023 2024 2025 2026 2027 2028 2029
ANS West Coast 69.46 63.54 59.00 61.00 62.00 63.00 65.00 66.00 68.00 69.00 71.00
Marine Costs 3.06 3.40 3.52 3.37 3.41 3.45 3.49 3.53 3.58 3.62 3.67
TAPS Tariff 4.49 5.24 5.83 6.34 6.69 6.53 6.36 6.47 6.59 6.62 6.74
Feeder Tariff 0.57 0.60 0.61 0.65 0.68 0.69 0.67 0.67 0.67 0.66 0.66
Quality Bank -029 -031 -031 -032 -032 -033 -034 -034 -035 -036 -0.37
Other3 0.19 0.13 0.12 0.13 0.13 0.13 0.13 0.13 0.13 0.13 0.13
Netback Costs Total 8.02 9.06 9.78 10.17 10.59 10.46 10.31 10.45 10.62 10.68 10.83

ANS Weighted

Average All Destinations 61.44 54.48 49.22 50.83 51.41 5254 54.69 5555 57.38 58.32 60.17

'Field-specific transportation costs represent the average cost for all barrels, whether or not they incur a specific expense. For example, feeder costs
represent the average cost for all barrels, including Prudhoe Bay production not using a feeder pipeline. Slope-wide costs are estimated based on

reported relevant cost information.

2FY 2020 values include a combination of actual and forecast data for ANS price and transportation costs.

3This category primarily includes tanker and pipeline losses.

Forecast Methods

The oil production forecast is developed internal-

ly by the state. The Alaska Department of Natural
Resources produces the forecast with assistance from
the Department of Revenue. A presentation of key
elements of the production forecast process can be
found in Table 4-6.

The oil production forecast consists of oil volumes
produced from three categories:

e Currently Producing (CP) - Oil wells and
pools that are currently in production. This
category includes production from wells that
are already in service prior to the start date of
the forecast.

e Under Development (UD) — New wells and
pools that are planned, funded, and have
partner alignment. Typically, production is
expected in the first 12 months of the fore-
cast period.

e Under Evaluation (UE) - New wells and pools
that are expected to begin production in
years two through 10 of the forecast period,
and may not yet have final funding decisions
or partner alignment.

The production forecast is focused specifically on oil
production because that provides the majority of the

state’s revenue. The Department of Revenue uses a
basic estimate of gas production for internal model-
ing purposes, based on current production volumes
plus expected new fields.

Currently Producing Volumes

CP volumes are forecast at the pool-level using
decline-curve analysis. Technical experts from the
Department of Natural Resources utilize data from
the Alaska Oil and Gas Conservation Commission

to develop a time series dataset to assess the future
production profile of fields that are already in pro-
duction. This data is provided by the producers and
includes information on reservoir characteristics, oil
flow rates, gas/oil ratios, and water cuts. Using these
data and decline-curve analyses, an expectation for
future production is developed for each producing
pool. Planned downtime is factored in for known facil-
ities maintenance and summer turnaround work, and
anticipated responses are incorporated into future
production. This forecast category also incorporates
the expected decline rate for each oil pool.

Production from CP areas is the least-speculative cate-
gory in the production forecast, as production comes
from developed reserves with known production
characteristics, infrastructure, and constraints.
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28



Chapter 4

C

2,000.0

1,600.0

1,200.0

800.0

Thousand Barrels per Day

400.0

~ Prudhoe Bay mKuparuk m PBU Satellites = GPMA m Endicott

Under Development Volumes

UD volumes are forecasted using planned field de-
velopment activities presented by the operator in the
Plan of Development (POD) for each pool. Production
from planned infill wells is determined using the well
performance from historical analogue wells. When a
project has funding, approval, and a drilling plan, but
is not yet developed, the volumes from that project are
categorized as UD if production is expected to begin
in the first year of the forecast period. If a project does
not have these qualifiers, the expected future volumes
from it are not considered in the UD category.

Volumes in the UD category may include production
from infill drilling within existing units and other ac-
tivities that lead to incremental oil production within
the next 12 months. New pools or areas of produc-
tion expected to be in production within the next 12
months also fall within this category.

Because all oil in this category requires some level of
capital investment and the use of equipment, there is
potential for each of these projects to be delayed or
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abandoned. The actual performance of each project
is also uncertain. Therefore, some consideration must
be given to the associated risk, or else the forecast is
prone to be overly optimistic. In the best-case sce-
nario, all projects would come in on-time, on-budget,
and on-target. The forecast incorporates an occur-
rence risk factor for each individual project.

Under Evaluation Volumes

UE volumes are forecast using development concepts
and plans presented by operators, as well as produc-
tion performance and expected ranges developed
from analogue wells. Volumes in the UE category

are from projects likely to start producing oil in the
second through 10th year of the forecast period.
Most of the oil in this category is from discovered but
currently undeveloped oil accumulations, though
conceptually, the category could also include future
infill drilling and other activities that lead to incre-
mental oil production from existing fields. Projects
may still have hurdles to overcome in relation to
funding, Working Interest Owners’ sanctioning, regu-
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latory approval, cash flow schedules, or drilling plans.
Accordingly, a project-specific risk factor is applied for
each individual project.

Because all oil in this category requires capital invest-
ment and the use of equipment, there is potential for
each of these projects to be delayed or abandoned.
The actual performance of each project is also uncer-
tain, as typically there is insufficient production data
or other data. Therefore, as with the UD category, con-
sideration must be given to the associated uncertain-
ty, or else the forecast is prone to be overly optimistic.
Based on the forecast team’s historical observations
and technical judgment, the UE forecast category
incorporates projects’ individual risk of occurrence
within the 10-year forecast window, along with sta-
tistical uncertainty ranges relating to the date of first
production and potential production rates over time.

Production Forecast

Many of the projects reflected in the production fore-
cast are still subject to uncertainty and final invest-
ment decisions. Some projects are marginally eco-
nomic in the current environment and such projects
are contingent on realization of lower costs, higher

oil prices, or fiscal certainty. Depending on how these
factors play out over time, combined with uncertainty
about reservoir performance for new fields, future
production could be substantially higher or lower
than what is shown in the forecast. Thus in addition to
the base case production forecast, a range is provid-
ed for potential production possibilities to reflect
future uncertainty. The high case can be interpreted
as values close to the highest production level that
could reasonably be expected to occur, and the low
case refers to the values close to the lowest produc-
tion that could reasonably be expected to occur. The
official forecast, or “mean,’is a likely production path
within this range, but actual production can and will
be either higher or lower than this forecast.

This Revenue Sources Book includes an assumption
that for all years of the forecast, 10,000 barrels per
day of Natural Gas Liquids (NGLs) will be shipped
from Prudhoe Bay to Kuparuk for use in an ongoing
large-scale enhanced oil recovery project. These NGLs
are excluded from production forecasts reported in
this publication, impacting comparisons to the Spring
2019 forecast which did not include this assumption.
These estimated NGL shipments are excluded from
Department of Revenue figures because they are not
considered produced barrels for tax purposes. The
reason for this exclusion is so that production is only
counted once, as the relevant barrels will ultimately
be produced from the Kuparuk reservoir in the future
and taxed at that time. This treatment is consistent

with how the department presented previous NGL
shipments which had been suspended in 2014 and
were not included in historical production volumes.
Beginning in September 2018, NGL shipments
resumed and these NGLs are again excluded from
actual and forecast production volumes. Note that for
royalty purposes the NGLs are subject to royalty and
are considered produced barrels as reported by the
Alaska Oil and Gas Conservation Commission (AOG-
CC) and forecasted by the Department of Natural
Resources (DNR); this provision is incorporated into
revenue forecast modeling.

Values for the forecasts can be found in Table 4-7.
Figure 4-C shows historical ANS production by major
area with expected production from those areas over
the coming 10 years. Additional production forecast
detail can be found in Appendix C.

Production Tax Revenue Forecast

In broad terms, future revenue from production tax is
a function of the forecasts of the various components.
The netback components, as shown in Table 4-5, are
deducted from the West Coast destination price to
determine an ANS wellhead price, which is multiplied
by the projected volume to calculate a gross value at
the point of production. Allowable lease expenditures
are deducted from the gross value to calculate a net
value to which the production tax is applied and ad-
justed for anticipated credits. The forecast of produc-
tion tax revenue also accounts for various nuances
and provisions of the tax code, including the gross
minimum tax floor, GVR, company-specific differences
in investment and field ownership, impacts of gas
production, and non-North Slope activity.

For the North Slope, in lower price environments,
companies are able to use sliding scale Per-
Taxable-Barrel Credits for non-GVR oil to reduce tax
liability down to the minimum tax of 4% of gross
value. Depending on their specific tax situation, some
companies may choose to forgo sliding scale Per-
Taxable-Barrel Credits and instead reduce liability be-
low the minimum tax using Per-Taxable-Barrel Credits
for GVR-eligible oil, and any small-producer credits or
carried forward annual loss that may be available.

For Cook Inlet, production tax is limited to $1 per barrel
of oil. Gas limitations vary by field but average 17.7
cents per 1,000 cubic feet of gas. Cook Inlet taxes make
a relatively small contribution to the revenue forecast.

These revenue estimates account for tax credits ap-
plied against tax liabilities that reduce the tax pay-
ments made to the state. Revenue estimates do not
include the impact of tax credits purchased by
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crapter4 | Production Forecast, Key Elements
6 An overview
Element Method
Forecaster Department of Natural Resources’ Resource Evaluation and Commercial Teams

Time Horizon of Forecast

Modeling Method

Alternative Production Cases

Currently Producing Method

Under Development Method

Under Evaluation Method

Risking

Spring Forecast Update

in collaboration with Department of Revenue staff.

A 10-year oil production forecast for DOR’s Revenue Sources Book 10-year rev-
enue forecast, and a 20-year forecast for DOR’s internal planning purposes.

Probabilistic forecast is likely value taken from a range of possible outcomes
consistent with industry best practice.

Probabilistic modeling produces a high case that can be interpreted as the high-
est production level that could reasonably be expected to occur, and a low case
that can be interpreted as the least production that could reasonably be expect-

ed to occur.

Pool-level decline curve analysis.

Based on planned field development activities presented by the operator in the

Unit Plan of Development (POD) for each pool, generally for projects starting in
next 12 months. Risk factors incorporated into production model.

Based on planned field development activities, and informed by operator fore-

casts, generally for projects starting in one to 10 years. Risk factors incorporated

into production model.

Adjustments for various types of risk are incorporated into the production model.
An additional risk factor is individually applied for each new field starting in the

two- to 10-year window.

plans.

the state from companies without a tax liability. Those
additional tax credits are discussed in Chapter 8.

Hazardous Release Surcharge

Up to $0.05 per barrel of taxable oil is collected and
customarily appropriated to the Oil and Hazardous
Substance Release Prevention and Response Fund (of-
ten simply called the Response Fund). This revenue is
reported as unrestricted revenue and collected as part
of the production tax.

The Response Fund was created in 1986 and is intend-
ed to be a source of funds that can be drawn upon

in the event of the release of a hazardous substance
to be used for the abatement of damages. The fund

is separated into two accounts - a response account
and a prevention account. The surcharge paid to the
response account is $0.01 per taxable barrel of oil
produced in the state and applies when the response
account has a balance of under $50 million. The
surcharge paid to the prevention account is $0.04 per
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Pool by pool ground-up forecast based on new production data and operator

taxable barrel of oil produced in the state regardless of
the current account balance. The forecast assumes that
the full $0.05 per barrel surcharge will be in place for
the entire forecast period.

Royalties

A royalty interest is an ownership of future production,
and is a typical feature in oil and gas contracts with a
landowner. When a company bids on a lease, it pays
an up-front bonus payment, agrees to an annual rental
payment, and typically offers a royalty interest in any
discoveries that may be found. Thus, the bonus is a
guaranteed payment to the state as the landowner,
while the royalty is a contingent amount only paid
once there is production.

In Alaska, the state retains ownership of all subsurface

minerals on state lands and requires a minimum royalty
rate of one-eighth (12.5%) of any production, although
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Kuparuk for use in a large-scale enhanced oil recovery project. Beginning with FY 2019, these NGLs are excluded from actual and forecast production reported

in this figure. With new information, future NGL shipment estimates may change, and these changes will be included in subsequent production forecasts.

there are exceptions that can be made for economical-
ly challenged projects. In other U.S. oil producing areas,
private citizens usually own these subsurface rights
and the royalty is paid directly to the landowner, rather
than the government. Occasionally, a company may
enter into a net profits sharing lease, which contains

a payment to the state based on a proxy of the net
profits associated with the production of oil and gas
from said lease, which is in addition to the royalty pay-
ment based on the gross value of the oil and gas. These
profit-sharing lease bids reached as high as 93.2 % of
company profits attributable to the specific lease, after
the company’s development costs are recovered. Most
leases in Alaska are one-eighth (12.5%) or one-sixth
(16.67%) royalty.

Alaska has the option of allowing the company to sell
the royalty oil on its behalf (known as royalty in-value,
or RIV) or to receive and sell the royalty oil itself (known
as royalty in-kind, or RIK). The value the state accepts
for RIK cannot be lower than the value it would receive
for RIV. The state currently takes a portion of royalty as
RIK and sells this oil to in-state refineries.

Most RIV oil comes from leases affected by royalty set-
tlement agreements (RSAs), and the price received

for that oil is a derived price based on the value of

oil sold on the West Coast with certain adjustments.
Deductions approximating the shipment of the oil on
pipelines and a location adjustment are subtracted

in order to determine the value of the oil for royalty
purposes (called the wellhead value). An allowance for
field costs is also applied for production from certain
leases. As a result of the field costs allowance, as well
as differences in statutes and regulations, the wellhead
value for royalty purposes may be slightly different
than the wellhead value for production tax purposes.
A portion of RIV oil comes from leases not affected by
RSAs. While the formulas used to determine value for
this oil are similar to the formulas used in the RSAs,
they are not necessarily the same.

Petroleum Property Tax

Property subject to state oil and gas property tax in-
cludes property used in t